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KEY ECONOMIC INDICATORS: BAHRAIN! 


Trade and Balance of Payments? 


Exports 
Oil 
Non-oil 
U.S. Share 
Imports 
Oil 1262.6 
Non-oil 1244.8 
U.S. Share 153.5 
Trade Balance +11.1 
Services, Transfers, Capital (Net) 74.8 
Payments Balance 
Money and Assets 
Inflation Rate3 N/A 15.8% 
Money Supply (M2) 892.9 1048.1 1092.6 
Commercial Bank Assets 1614.8 1803.8 1980.6 
Bahrain Monetary Agency Assets 475.2 488.5 506.9 


Gross Domestic Product (current prices) 4 1657.0 2199.6 2572.3 


NOTES 


Jail figures in millions of U.S. dollars, unless otherwise speci- 
fied. Weighted conversion rates: 1977: $2.5275 = one Bahrain 
Dinar; 1978: $2.6052; 1979: $2.6525. Source: IMF International 
Financial Statistics (Washington, Nov 1980). 


2Bahrain import/export figures: Government of Bahrain, U.S. share 
figures: U.S. Department of Commerce. 
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3Inflation dropped in 1979 due to a slowdown in economic activity 
and government spending, and a decline in rents. Government food 
subsidies and price controls sheltered part of the population 
from rising food prices in 1979. 


4oMF and Government of Bahrain estimates. 


NOTE ON POPULATION: The last census taken in Bahrain (1971) 
showed a population of 216,078, of which 83 percent were Bah- 


rainis:. 


1977 estimate: 281,500 (76 percent Bahrainis). A census 


is planned for 1981. 


SOURCES : 


Bahrain Monetary Agency, Annual Report 1979 (n.d.). 
Bahrain Monetary Agency, Quarterly Statistical Bulletin 
(June 1980). State of Bahrain, Directorate of Statis- 
tics, Statistical Abstract 1979 (October 1980). State 
of Bahrain, Directorate of Statistics, Foreign Trade 
1979, 2 vols. (June 1980). Bahrain Petroleum Co. Ltd., 
Annual Report 1979 (n.d.). In cases of conflicting 
trade figures, Embassy has accepted Bahrain Monetary 
Agency statistics as more reliable. 





BACKGROUND 


Bahrain, a small, island State in the politically turbulent Arabian 
Gulf, has linked its economic future to building a viable regional 
services center. It seeks to become the Gulf's principal base for 
banking, insurance, ship repair, and regional business operations. 
Complementing this ambition, Bahrain is developing communications, 
education, petroleum services, and selected industries such as 
petrochemicals and aluminum smelting and extrusion. 


In large part, this' sound economic design has been dictated by cir- 
cumstances. Bahrain, a tiny archipelago of 30 islands covering 
258.5 square miles, has an estimated population of only 350,000. 

It is a petroleum midget in a sea of giants. Although Bahrain is 
the Gulf's oldest producer, its hydrocarbon reserves are small and 
crude oil production is declining. Aside from a modest agriculture 
and fishing sector, Bahrain has practically no other natural 
resources. 


These limitations are balanced by the island's felicitous geo- 
graphic location, just offshore the world's largest oil exporter 
and the midway point of air communications between Europe and the 
Far East. Further, since the Sumerian Dilmun culture three mil- 
lenia before Christ, Bahrain has been the home of an outward- 
looking trading people, familiar with dealing with foreigners. Its 
population is educated and hard working. Finally, Bahrain has one 
of the most stable governments in the Middle East: the Al-Khalifa 
family has ruled the island for about two centuries, and the same 
pragmatic, Western-oriented team of ministers has with few changes 
directed Bahrain's affairs since the withdrawal of the British 
protectorate in 1971. 


During the past decade, Bahrain transformed itself from a remote, 
sleepy island, little noted save for its Sumerian archeological 
sites, pearl fishing (largely abandoned in the 1930s) and oil re- 
finery, into a modern sophisticated and diversified economy. The 
dramatic rise of crude oil prices in 1973-74 benefited Bahrain, 

not only by increasing the value of its own crude oil and refined 
products but by multiplying the Gulf region's wealth and enlarging 
commercial opportunities for Bahraini entrepreneurs and Bahrain- 
based foreign business people. Bahrain's capital of Manama doubled 
in population during the decade. The ship repair and aluminum in- 
dustries were launched. Petroleum services boomed. Foreign banks, 
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attracted by the region's wealth and seeking a refuge from civil- 
war ravaged Beirut, opened regional offices. Infrastructure devel- 
Opment was pushed, communications improved, and the airport and 
port enlarged. 


This rapid and somewhat uneven economic growth typically was accom- 
panied by high inflation and some social dislocation as living and 
working patterns took new forms. Many Bahrainis were not altogether 
displeased when: the economy cooled in 1979. Consolidation, rather 
than rapid expansion, has characterized Bahrain's economy as the 
island entered the 1980s. After the completion of major industrial 
and infrastructure projects, the Government turned its attention to 
improving educational, health, sanitation, and other social ser- 
vices. At the same time, the realization of the long-awaited 
causeway connecting the island to Saudi Arabia and the planned 
construction in Bahrain of second-generation industries such as 
petrochemicals quickened the island's economic activity in 1980. 
The boom may be over for Bahrain, but the outlook is promising for 
a decade of measured, solid economic growth. 


Two caveats: Continued economic development in Bahrain depends 
heavily upon two factors largely outside the control of those who 
Manage Bahrain's affairs. First, the Arab Gulf States must 
strengthen their economic planning and cooperation. Wealth and 
human resources must be shared and industrial projects apportioned 
so that the national economies complement each other in a regional 
matrix. Three international airports in the United Arab Emirates 
are two too many, as are two major ship repair facilities within 
300 miles of each other (although Dubai's drydock has not yet 
opened). There are encouraging signs that Gulf economic coopera- 
tion is institutionalizing itself, such as in the Bahrain-Kuwait- 
Saudi Arabia joint venture to build a major petrochemical facility 
in Bahrain, the consortium ownership by four Gulf States of Gulf 
Air, and the Gulf Organization for Industrial Cooperation's plan 
to build an aluminum rolling mill in Bahrain. 


Finally, regional political stability is essential for Bahrain to 
maintain the international business confidence necessary for its 
development as the mercantile and financial center of the Gulf. As 
the Gulf's poorest State in mineral resources, it is the most eco- 
nomically vulnerable to the withdrawal of that confidence. Further, 
since regional political disputes find echoes in factions within 
the Bahrain community, Bahrain needs regional peace so that its 
social and political development can keep step with its economic 
growth. At this writing, the war between Iraq and Iran continues 
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with no resolution in sight. Business in Bahrain, however, has 
proved remarkably resilient, and after some concern about the war's 
spreading to the Arab side of the Gulf, business activity has con- 
tinued to move forward. The Gulf war may be the region's sternest 
test yet of its ability to settle its affairs and peacefully create 
an orderly and rational climate for business. 


BUDGET 


The budget is both the Government of Bahrain's (GOB) principal in- 
strument of economic development and its barometer of progress. In 
1979, government expenditures, for example, were 12 percent lower 
than in 1978, reflecting the general economic slowdown and the 
completion of major infrastructure projects. Government revenues, 
in turn, increased only 1 percent over 1978 (to $809 million), and 
non-oil derived revenues actually decreased 17 percent. 


Bahrain's 1980-81 budget (for more efficient planning, the Govern- 
ment presents biennial budgets), promulgated in December 1979, 
calls for expenditures of $1.77 billion, a 21 percent increase over 
the previous budget. But with 14-17 percent inflation (GOB esti- 
mates) reckoned in, it provides for very little increase in real 
spending. Projected capital expenditures emphasize basic infra- 


structure projects such as roads, sewage, power generation and 
transmission, schools, and housing. 


However, the budget does not include large projects in Bahrain 
financed by other Arab Governments or international financial and 
investment institutions, including aluminum smelter expansion, 
Saudi-Bahrain causeway, petrochemical plant, aluminum rolling mill, 
and Gulf University (ail discussed below). It is the inauguration 
or the anticipation, of these major projects, together with an in- 
crease in private sector investment, which has given Bahrain's 
economy a lift which is expected to carry through the next several 
years. 


OIL AND GAS 


Any discussion of Bahrain's economy must begin with the petroleum 
sector. Oil was discovered in Bahrain in 1932 and since that time 
it has fueled the island's economic development. The Bahrain Petro- 
leum Co. (BAPCO), a Caltex subsidiary, was the first modern indus- 
trial establishment in the Arab Gulf States and was the prototype 
for the giant ARAMCO consortium, 
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For half a century BAPCO has trained Bahrainis to work in a modern 
economy. Many of Bahrain's senior civil servants and technical 
personnel are former BAPCO employees. Although today Bahrain is 
the Gulf's smallest crude producer and Bahrain's economy has 
diversified, petroleum still supplies the State with 70 percent of 
its revenues. Ironically, a majority of these revenues do not 
derive from Bahrain's own production. By agreement with Saudi 
Arabia, Bahrain receives half of the income from the offshore Abu 
Saafa field, which lies wholly within Saudi territorial waters. In 
1979, Abu Saafa payments to Bahrain amounted to about $270 million, 
in effect a huge Saudi subsidy to Bahrain's budget. 


Annual production from Bahrain's own onshore field has been declin- 
ing since the 1970 peak of 76,000 barrels per day (bpd); remaining 
reserves are about 300 million barrels. In 1979, Bahrain's 241 
producing wells yielded 18,740 million barrels, an average of 
51,345 bpd, down 7 percent from 1978. Declining production has 
spurred new offshore exploration (thus far with few encouraging 
results) and the application of gas injection secondary recovery 
methods. It has also stimulated Bahrain to exploit its sizable 
natural gas reserves (9 trillion cubic feet (cf)). Natural gas pro- 
duction in 1979 totaled 141.76 billion cf, up 8 percent over 1978. 
Thirty percent of this gas was delivered to Aluminum Bahrain (ALBA) 
to provide cheap power for aluminum smelting, 30 percent went for 
secondary recovery injection in Bahrain's oil field, 20 percent for 
refinery operations, and 20 percent for electricity production. On 
December 17, 1979, a Japanese-built liquid petroleum gas (LPG) 
plant opened, with a capacity of 110 million cubic feet per day. 
The plant, operated by the 75 percent GOB-owned Bahrain National 
Gas Co. (BANAGAS), processing associated gas previously flared, 
earned $23 million from LPG exports in the first half of 1980. 


Bahrain is unique among Guif producers in that it exports no crude 
oil; all its production goes to Bahrain's 250,000 bpd capacity Sita 
refinery. The refinery also receives 200,000 bpd from Saudi Arabia 
via pipeline. Sitra ran 91.7 million barrels of crude in 1979, 
producing 89.8 million barrels of fuel oil, diesel oil, aviation 
fuel, naphtha, and gasoline. Some of the product was marketed 
locally by the Bahrain National Oil Co. (BANOCCO), which owns all 
the retail service stations on the island. Value of exported 
product reached $2 billion, up 32 percent over 1978. In July 1980, 
the GOB and Caltex announced an agreement whereby the GOB would 

pay $400 million for a 60 percent share of the refinery, hitherto 
wholly owned by Caltex and operated by Caltex's subsidiary, BAPCO. 
Two months later, Bahrain and Saudi Arabia concluded a deal 
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whereby the Saudis will supply 100,000 bpd of crude to the refinery; 
this crude will replace that previously provided by Caltex. Bah- 
rain's assumption of majority ownership of the refinery followed by 
only 6 months its acquisition of the remaining 40 percent of the 
oil field in which Caltex had retained exploration and production 
rights. (BAPCO continues to operate the field for the GOB under a 
Management contract.) These moves by the GOB are consistent with 
the long-term trend in the region whereby national governments are 
assuming control of production, refining, and marketing of their 
petroleum resources. 


Bahrain took a long step forward in 1980 toward building a petro- 
chemical industry to complement its oil and gas production and 
refining when it joined with Kuwait (and later Saudi Arabia) to 
establish the Gulf Petrochemical Industries Co. (GPIC). GPIC aims 
to build by 1983 a $400 million plant to produce 1000 tons per day 
each of ammonia and methanol; the plant will be sited on Sitra 
island near the refinery. A Dutch affiliate of the Houston-based 
firm King Wilkinson has been awarded the consulting engineering 
contract, and the German firm Uhde will provide processing technol- 
ogy and basic engineering services. At this writing, the lion's 
share of the project for construction and equipment has not yet 
been awarded. A number of U.S. firms are among those being con- 


sidered. Gas production and petrochemicals will assure that hydro- 
carbons play a major role in Bahrain's economic future after crude 
oil reserves are exhausted, 


INDUSTRY 


Foreseeing the day when Bahrain's 0i1 reserves will be exhausted, 
the GOB has sought to create an industrial establishment that 
would be the basis of the Gulf's first post-petroleum economy. 
These industries would provide not only income for the state but 
also jobs and training for Bahrainis, and would stimulate local 
satellite industries and workshops. At the same time, the success 
of these new industries is linked to the petroleum sector, either 
directly (as with the planned ammonia/methanol plant discussed 
above) or indirectly. 


Aluminum smelting is a good example. Aluminum Bahrain (ALBA) began 
production 9 years ago, Jointly owned by the Bahrain and Saudi 
Arabian Governments (57.9 percent and 20 percent, respectively), 
and by Kaiser Aluminum (17 percent) and Breton Industries (5.1 per- 
cent), ALBA produced 126,000 tons of ingots and billets in 1979. 
After several lean years, Bahrain's aluminum industry began to look 
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more viable in 1979. Thanks to high world prices for aluminun, 
BALCO (Bahrain Aluminum Co.), which markets the nearly 80 percent 
of ALBA's production owned by the Bahrain and Saudi Governments, 
reported a $53 million profit last year, a good chunk of which 
came from the sale of ingots stockpiled when prices were low and 
production continued. 


One might question the economic wisdom of building a smelter 5,000 
miles from its source of raw material (the alumina comes from 
Western Australia) and far from most of its markets (62 percent of 
1979 exports went to East Asia and only 17 percent to the Middle 
East; Japan was BALCO's largest single customer). But with soar- 
ing energy costs confronting the electricity-hungry aluminum smelt- 
ing industry, Aluminum Bahrain Company's (ALBA) advantage lies in 
the large (3.2 million cubic meters per day) supply of cheap gas 
provided by its principal owner, the Government of Bahrain. BALCO's 
hope to build up its export market within the Gulf depends on the 
growth of aluminum extrusion and fabricating industries in Bah- 
rain's oil-rich neighbors, access to those markets unhindered by 
high duties, and minimum competition from rival smelters. Saudi 
Arabia's decision in 1979 to drop plans to construct a smelter at 
its Jubail industrial complex and to take instead a 20 percent share 
in ALBA was a big boost for Bahrain industry. The Gulf war, tem- 
porary loss of the Iran market, and declining world demand suggest 
BALCO will experience sharply reduced profits in 1980. Despite 
short-term marketing uncertainties, ALBA is pushing ahead with a 
$120 million program: to expand production capacity to 170,000 tons 
per year by the end of 1981. But as Bahrain's showpiece non- 
petroleum industry and the employer of 1,500 Bahrainis, ALBA's 
future is not wholly linked to its balance sheet; the GOB has little 
choice but to continue subsidizing the venture. 


ALBA has been the seed of a growing aluminum sector in Bahrain. 
Bahrain Aluminum Extrusion Co. (BALEXCO) is a GOB-owned enterprise 
which exports almost all its 4,000 tons annual production to 
neighboring Gulf States, especially Saudi Arabia (despite a 20 
percent Saudi tariff on extruded products). Bahrain Atomiser In- 
ternational, jointly owned by the Bahrain Government and West Ger- 
many's Eckhard-Werke, manufactures and exports powder for paints, 
inks, and explosives. And MIDAL, a privately owned venture, makes 
rods and cable, mostly for export. It plans to expand production 
from 14,000 to 20,000 tons per year. Finally, member states of 
the Doha-based Gulf Organization for Industrial Consultancy (GOIC) 
agreed in 1980 to push forward with a $110 million aluminum rolling 
mill in Bahrain. The plant will produce 40,000 tons of aluminum 
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sheeting per year for the ‘construction industry. Realization of 
the project would be an important milestone toward greater Gulf 
economic planning and development. 


Another cooperative industrial project planned for Bahrain is a 
$300 million plant to convert imported "blue dust" into iron pel- 
lets for export to steel mills in neighboring Gulf States. Plant 
capacity is to be 4 million tons per year. The Arab Iron and 

Steel Co., organized to carry out the project, is a partnership 
primarily of Kuwaiti interests, the Government of Iraq, Arab Indus- 
trial Investment Co. (Baghdad), Arab Mining Co. (Amman), and the 
GOB's pension and insurance fund. Bahrain will supply the site on 
reclaimed land and cheap gas to power the furnaces. As with alumi- 
num smelting, the viability of an iron pelletizing venture in Bah- 
rain depends indirectly upon the island's hydrocarbon resources, 
supplied at below market prices by the Bahrain Government, and on 
rational development of the regional market. 


CAUSEWAY 


The 20-year dream of building a road link between Bahrain and Saudi 
Arabia appears about to be realized. The Governments of the two 
countries decided in 1975 to push ahead with the building of the 

25 km causeway, which a major U.S. contractor has called "one of 
the most exciting engineering projects in the world today." 
Twenty-two international consortia were asked to submit bids for 
concrete or steel designs. Bids from the 16 who responded by 

July 1980 ranged from $707 million to $1.3 billion (steel) and $559 
million to $1 billion (concrete). At this writing, a joint Saudi- 
Bahrain technical committee is evaluating the bids, with technical 
assistance from the World Bank. The committee probably will an- 
nounce a short list by the end of the year. The only predomi- 
nately American consortium in the competition (Raymond International 
and Brown and Root, in association with Greek contractors, Archiro- 
don) appears to be well-placed to figure among the bidders. The 
committee hopes to award the contract early in 1981 and looks to 
complete the giant project 5 years later. 


Execution of the causeway promises to bring real short-term benefits 
to Bahrain. Caterers and other retailers look to sales supporting 
the Bahrain-based segment °f the some 3,000 workers likely to be 
imported for the project. Bahrain contractors and workshops expect 
a piece of the action. Local dredging firms and offshore suppliers 
should win subcontracts. Longer term advantages are more difficult 
to gauge: Bahrain's efficient Mina Sulman port expects to handle a 
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greater volume of transit trade to Saudi Arabia and a land route 
would make Saudi's Eastern Province a more profitable market for 
Bahrain-based industry. The Saudi and Bahraini Governments are 
exploring at the technical level the feasibility of joining their 
national electricity grids via the causeway. Bahrain hotels hope 
to attract more free-spending Saudi and expatriate weekend visitors 
from the peninsula--only a 45-minute drive away. 


But if Bahrain is to realize real economic advantages from the 
causeway, Saudi Arabia, having already agreed to pay for the 
project (with no clear, long-term economic benefits to itself), 
must offer Bahrain ready access to its markets. Such.access could 
conflict with Saudi plans to develop the ports and industries of 
its Eastern Province. Further, Bahrain needs assurance that the 
island's relaxed style of living, important in attracting the large 
Western expatriate community necessary to the island's development, 
will not be jeopardized by the physical link to its more conserva- 
tive Islamic neighbor. Close and continuous cooperation between 
Saudi Arabia and Bahrain will be necessary if the causeway is to 
be an economic success, and such cooperation may be in the long 
term the project's most significant benefit to Bahrain. 


BANKING AND FINANCE 


No sector of Bahrain's economy has witnessed a more dramatic growth 
than that of banking and finance. Within a decade, Bahrain has 
emerged as the Middle East's most important banking center, eclips- 
ing embattled Beirut. According to the Bahrain Monetary Agency 
(BMA), Bahrain had become, by the end of 1979, the home of 19 com- 
mercial banks, 51 offshore banking units (OBU), 2 specialized 
financial institutions, 8 investment companies, 34 bank representa- 
tive offices, and 6 money brokers. In addition, 21 insurance com- 
panies operated in Bahrain, and the Government was studying the 
viability of a Gulf stock exchange. 


Among commercial banks, the largest in assets are the locally-owned 
Bank of Bahrain and Kuwait (BBK) and the National Bank of Bahrain 
(NBB). .In 1980, the Government of Bahrain used NBB, of which it 
owns 49 percent, as one of the lead managers for its borrowing of 
$300 million to finance the takeover from CALTEX of the Sitra oil 
refinery (the conservative GOB's first borrowing in international 
markets). NBB handled the transaction efficiently and is likely 

to take an active role in arranging financing for some of Bahrain's 
planned industrial projects. BBK has supplemented its domestic 
operations with an active OBU. Citibank, Chase Manhattan, Chartered, 
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British Bank of the Middle East, and Grindlays are among the big 
international banks with commercial operations in Bahrain. 


Key to the emergence of Bahrain as a major international finance 
center is the spectacular development of the offshore banking sec- 
tor. Offshore banking in Bahrain began in 1975 when Alan Moore, 
then Director General of the BMA, saw that Bahrain had the poten- 
tial to play a major role in managing some of the enormous sums of 
money flowing into the Gulf as a result of the big oil price in- 
creases of 1973-74. Bahrain offered good communications, agree- 
able living conditions, stable government, and an advantageous 
geographical location both near the new 0il wealth and midway 
between London and the Far East financial centers. The Bahrain 
Government would not tax profits and would demand only an annual 
$25,000 license fee. These advantages, together with the deteri- 
oration of Beirut as a Middle East banking center, drew interna- 
tional banks to Bahrain. By the end of 1979, 51 OBU's were 
established, with $27.8 billion in assets. In the middle of that 
year, the BMA, fearing the market was becoming overbanked, im- 
posed a moratorium on new OBU licenses. This was lifted selec- 
tively in 1980, and by September, 7 new OBUs, several of them 
Japanese, had established themselves in Bahrain. Total OBU assets 
reached $33.6 billion. Most of these assets are from the private 
sector, Arab in origin, and are denominated in dollars. Although 
most local observers agree the period of rapid OBU expansion is 
over and that a few of the marginally profitable OBUs may be with- 
drawn from Bahrain, the island clearly has established itself as 
the region's major syndication center, managing a large share of 
the Gulf's surplus wealth and distributing it in loans world wide. 


Although these OBUs may not carry on commercial banking operations 
in Bahrain, they bring real economic benefits to the island. In 
rents, salaries, license fees, and other local expenditures, the 
OBUs annually bring more than $50 million in foreign exchange 
income into Bahrain. They have created more than 1,000 jobs for 
Bahrainis, and offer substantial training opportunities. The OBUs 
have increased the number of business visitors to the island. Most 
of all, they are a tangible sign that the international business 
community, the confidence of which is essential for Bahrain's con- 
tinued development, finds the island a hospitable and profitable 
place to do business. 


The big western banks, now well-established in Bahrain, are finding 
they must make room for new and aggressive Arab banks with very 
large public funds at their disposal. Arab financial institutions 
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are playing a larger role in investing Arab Government monies. Bah- 
rain is the headquarters of two major Arab banking corsortia, the 
Gulf International Bank (GIB), owned by the Governments of Bahrain, 
Kuwait, Oman, Qatar, UAE, Irag, and Saudi Arabia, with $21 billion 
in assets, and the new $1 billion Arab Banking Corporation (ABC), a 
Kuwait-Libya-Abu Dhabi venture. Both were chosen, together with 
the National Bank of Bahrain, by the Government of Bahrain to man- 
age its $300 million oil refinery purchase loan. Other large Arab 
consortium banks, including Union des Banques Arabes et Francaises 
(UBAF) and Banque Arabe et Internationale d'Investissements (BAITI) 
are active in Bahrain, as are Arab Government banks such as Saudi 
Arabia's National Commercial Bank, Iraq's Rafidain Bank, and the 
National Bank of Abu Dhabi. 


Islamic banks are spreading in the Arab world as many Muslims seek 
to manage and increase their new wealth in ways consistent with the 
Sharia, or Islamic law. Islamic banks eschew interest in favor of 
fees charged for loans and investor participation in the bank's 
profits and losses. The Bahrain Islamic Bank was established in 
November 1979. Its subscribers include other Gulf Islamic Banks, 
Bahrain and Kuwait Government institutions, several members of the 
ruling Al-Khalifa family, and a number of Bahrain's most prominent 
merchants. The bank seems to be attracting many small depositors. 


The tremendous amount of liquid assets in private hands in the Gulf 
has stimulated interest in U.S. shares and commodities. Two Ameri- 
can brokerage houses, Merrill Lynch and E. F. Hutton, as well as 
two Hong Kong-based commodity brokers, recently established them- 
selves in Bahrain to direct these investments. 


EXEMPT COMPANIES 


Paralleling its successful experiment in attracting offshore bank- 
ing, Bahrain is encouraging foreign firms doing business in the re- 
gion to locate on the island by exempting them from certain local 
laws and regulations. These exempt companies, upon payment of a 
modest fee, may incorporate in tax-free Bahrain without local 
partners, sponsors, or agents, provided they maintain fully staffed 
local offices and do no business in the Bahrain market. The latter 
provision may on occasion be waived: The Arab Iron and Steel Co., 
incorporated to build a $300 million iron pelletizing plant in Bah- 
rain, has exempt status. Among the 50 or so exempt companies now 
registered on the island are contractors, accountants, financial 
and management consultants, insurers, freight forwarders, equip- 
ment lessors, and corrosion specialists. These firms provide for 
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Bahrain many of the same advantages as do the offshore banks: jobs 
for Bahrainis; money spent locally for rents, goods, and services; 
and an extra bit of polish on Bahrain's image as an international 
commercial center. 


COMMUNICATIONS AND TRANSPORT 


Rapid and reliable communications are essential to Bahrain's posi- 
tion as an international business center. Cable & Wireless, a firm 
wholly owned by the British Government, maintains, under a GOB 
concession, the island's modern telephone network and international 
communications. Bahrain has about 70,000 telephones and 1,400 
telexes. In May 1980, Bahrain's second earth station opened (the 
first entered service in 1969). The island now has direct dial 
service to 21 countries in North America, Western Europe, and the 
major financial centers of the Far East. Cable & Wireless plans to 
inaugurate a cable telephone link to the rest of the lower Gulf by 
1982. This $60 million project has not yet been tendered. 


Bahrain's airport, a former Royal Air Force station, plays a vital 
role in the island's economy. Located on Muharrag Island, 10 
minutes from the Manama City center by causeway, the airport ex- 
pects to handle about 3 million passengers in 1981. Twenty-six 
international carriers, including Pan Am, British Airways, Qantas, 
UTA, and Cathay Pacific, serve Bahrain's airport. It is a princi- 
pal stopover on Europe-Far East routes. The rapid growth in pas- 
senger traffic has strained the airport's facilities. Already one 
of the most efficient in the Middle East, it is in the midst of an 
expansion program which will enlarge the transit lounge and will 
add one airbridge and one aircraft parking bay. A second $40 mil- 
lion expansion, under a master plan prepared by British Airports 
International and scheduled to begin in 1982, will effectively 
double the airport facilities. The program will be financed in 
part by Kuwait. 


Gulf Air, Bahrain's "home" carrier, is the airport's largest user. 
One of the earliest and most successful ventures in regional eco- 
nomic cooperation, Gulf Air--owned by the Governments of Bahrain, 
Qatar, Oman, and the UAE--has its administrative offices and cer- 
tain maintenance facilities in Bahrain. Started as a one-plane 
private venture 30 years ago, Guif Air has grown to become the sec- 
ond largest Arab air carrier. It flew 1.75 million passengers in 
1979 on routes extending from London and Paris to Hong Kong and 
Manila. After a period of rapid growth, Gulf Air made its first 
profit in 1979. Future short-term profit prospects are cloudy. 
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Gulf Air's expatriate personnel expenses are high, and fuel costs 
are likely to increase. The airline is looking to purchase costly 
new equipment over the next 5 years (at present, the Gulf Air's 
jet fleet consists of 9 Boeing 737s and 8 Lockheed L-1011 Tristars 
in service and on order; it is considering A-310s or Boeing 767s 
for future, middle-range routes). Gulf Air, the rates of which 
are at the top of the IATA scale, perceives a threat from efforts 
by British Caledonia and Laker to secure Gulf traffic rights for 
cutrate London-Hong Kong flights. Finally, Gulf Air's future 
profitability probably rests on the Gulf's continued need for 
expatriate labor. The airline's most lucrative routes carry 
workers from Karachi and Bombay to Gulf worksites. As with so 
many other Bahraini-based ventures, the future of Gulf Air turns 
on factors beyond the control of management and local Government. 


The same may be said of Bahrain's excellent Mina Sulman port, which 
hopes for expanded business handling of Saudi-destined cargoes 

after the completion of the Bahrain-Saudi Arabia causeway. Notori- 
ously congested during the oil-fueled boom days of 1974-77, with up 
to 2 month's demurrage and a high rate of loss in discharged car- 
goes stored in the open, a crash expansion program, new equipment, 
and improved management have made Mina Sulman into one of the Gulf's 
most efficient ports. In 1979, the port handled 886 ships and 

over 1 million tons of cargo, and ships often turned around within 
24 hours. Bahrain has the Gulf's most modern container and roll-on/ 
roll-off facilities, and nearly half a million square meters of 
storage area (of which 120,000 square meters is warehouse). The 
channel leading to Mina Sulman was straightened in 1980 to permit 
supercarriers up to 960 feet in length to enter port. Mina Sulman's 
3.5 million ton capacity far exceeds Bahrain's modest needs, and 
port authorities hope some of that excess capacity will prove at- 
tractive to Saudi importers. 


Barber lines, Maersk, Nedlloyd, and United Arab Shipping provide 
direct and regular cargo service to Bahrain from U.S. east coast 
ports. 


Immediately adjacent to Mina Sulman's berths is a large, modern 
industrial park, the site of light manufacturing establishments, 
oil rig fabrication yards and other petroleum industry services, 
engine overhaul works, and marine and offshore service centers. 





SHIP REPAIR 


Bahrain's excellent port, geographical location adjacent to major 
shipping lanes, and services-oriented economic plans make ship 
repairing a logical local venture. Bahrain is the site of the 
large Arab Shipbuilding and Repair Yard (ASRY) and three smaller, 
private-sector slipway/repair facilities. 


Now in its third year of operation, the $250 million Korean-built 
ASRY has captured an important share of the Gulf's ship repair 
market. It handled 117 ships (22 million d.w.t.) in 1979, includ- 
ing 65 in its 375 by 75 meter drydock. Owned by the seven member 
states of the Organization of Arab Petroleum Exporting Countries 
(Bahrain's share is about 20 percent) and managed by LISNAVE of 
Portugal, the yard carried out a full range of work from hull 
cleaning and painting to engine and turbine overhauls and propeller 
reconditioning. ASRY is widening its scope of services, installing 
new facilities, and accelerating its training of Arab workers (cur- 
rently about 52 percent of ASRY's 1,300 employees are Arab, over- 
whelmingly Bahraini). 


ASRY's problem is profitability. Despite working at nearly full 
capacity in 1979, the yard lost $10 million. Greater losses are 
expected in 1980 due to continued high expatriate labor costs, 
worldwide decline in tanker demand, and severe competition from 
yards in Singapore and Malta. ASRY managers are worried about 
future competition from Dubai's drydock, which is both larger and 
closer to Gulf shipping lanes than Bahrain's ASRY. The Gulf war, 
interruption of crude runs from Iraq and Iran, and high war-risk 
insurance rates have reduced the number of large tankers, which 
form the bulk of ASRY's clients, plying the Gulf. ASRY hopes for 
more onshore work, including steel fabrication subcontracting on 
the causeway project, to supplement its ship repair activity. 


HOTELS AND TOURISM 


Fourteen years ago, the occasional Western business traveller to 
Bahrain found accommodation at the old Speedbird Guest house, 

where BOAC and Qantas housed their air crews and hard-drinking 
expatriates crowded into Bahrain's only open bar. Summer 1967 

was a milestone in the commercial history of the island. Bahrain's 
first luxury hotels, the Delmon and the Gulf (both owned and op- 
erated by local interests), opened their doors. In 1980, Bahrain 
boasted seven luxury hotels, with 1,677 rooms. Five of these--Hil- 
ton, Ramada, Holiday Inn, Regency Intercontinental, and Trusthouses 
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Forte's Al-Jazira--are internationally managed. The 350-room Sher- 
aton expects to open in mid-1981, and a second Trusthouses Forte 
operation, the 285-room Diplomat, may be finished by the end of 
1981. If anything, Bahrain is oversupplied with luxury hotel rooms, 
and rates ($60-100 range) are softening. The business traveler is 
likely to have little trouble getting a reservation on short notice, 
unless he or she arrives during one of the major trade shows at the 
Bahrain Exhibition Center. 


To help fill empty rooms, the Government has explored the practica- 
bility of developing the island as a tourist center. Possibilities 
are limited. Bahrain's landscapes, beaches, and ethnic culture are 
unexceptional. Its archeological remains are of more interest to 
the serious student than to the tourist. Bahrain is unlikely to try 
to use casinos to attract visitors. Very high air fares discourage 
tourism from Europe, especially in competition with other sun-and- 
sand locations accessible through package tours. 


Bahrain, however, does have real attractions for Arabs and Western 
expatriates in neighboring Gulf States. The island's recreational 
facilities, restaurants, alcoholic beverages, nightclubs, and 
bazaar are welcome diversions for the expatriate worker and his 
family in Saudi Arabia. Bahrain's hotels have developed special 


weekend programs, often built around touring musical groups or 
plays. Regional technical seminars, business conferences, and 
trade shows also attract visitors to the island. 


EDUCATION 


One of Bahrain's foremost assets in attracting foreign business is 
its educated population. Bahrain has the oldest public education 
system in the Gulf. The first primary school for boys opened 61 
years ago. In 1978, there were over 65,000 students and 3,500 
teachers in the public schools, and 9,000 students and 500 teachers 
in the private schools. Among the better private schools is the 
U.S.-accredited Bahrain School, partly funded by the U.S. Govern- 
ment. It has classes from primary through high school. Bahrain 
also has post-high school nursing and vocational training institu- 
tions. Bahrain University College opened its doors in 1978 and is 
expanding its arts and sciences curriculum to complement its well- 
developed teacher training program. Ground was broken in 1980 in 
Bahrain for the Arabian Gulf University, a joint educational ven- 
ture of seven Gulf governments. The new university will offer up 
to 10,000 students instruction in medicine, sciences, literature, 
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and education. In 1978, there were nearly 3,000 Bahrainis studying 
abroad, of whom 129 were in U.S. institutions, mostly in Texas, 
Florida, and California. 


In addition to its formal educational establishment, Bahrain has an 
extensive industry-organized training program. Most of the major 
public and private sector business establishments have training 
opportunities for their Bahraini employees. Foreign firms locating 
in Bahrain are encouraged to inaugurate such programs or to con- 
tribute to a government training fund. At this writing, the United 
States Government and the Government of Bahrain are negotiating an 
agreement to place up to 100 Bahrain Government employees annually 
in the United States for specialized training. The GOB is deter- 
mined to increase the number of jobs for its citizens and to grad- 
ually replace expatriates, especially at the management level, with 
Bahrainis. The proper pace of "Bahrainization" consistent with the 
Government's development goals remains an issue spiritedly debated. 


IMPLICATIONS FOR UNITED STATES 


The United States has a strong and long established position in 
Bahrain's society and commerce. The first western school and dis- 
pensary in the island was established by American missionaries of 
the Dutch Reformed Church in 1890s, and the American Mission Hos- 
pital serves Bahrainis to this day. In November 1927, an American 
firm, the Eastern Gulf Oil Co., secured a concession in Bahrain. 
Several transfers and corporate mutations later, the Bahrain 
Petroleum Co., than a subsidiary of Standard Oil of California, 
brought in the first well in 1932. American enterprise and Ameri- 
can personnel thenceforth have been engaged in the vital center of 
Bahrain's economic development. Today, about 1,400 Americans live 
on the island, and about 80 U.S. firms have established offices 
and industrial and service operations; hundreds more are repre- 
sented through local agents. Major American firms located in Bah- 
rain include Halliburton (petroleum industry services), Brown and 
Root (marine platform fabrication), General Electric (repair and 
Maintenance of engines and turbines), Bechtel (maintenance of con- 
struction equipment), Santa Fe (engineering, construction, drill- 
ing), and IBM and NCR (office equipment and computers). Five of 
Bahrain's top hotels are managed by U.S. firms, and 14 American 
banks are established on the island. For years Bahrain has wel- 
comed visits by U.S. Navy ships on station in the Gulf. 


American exports to Bahrain grew rapidly during the boom years of 
the mid-1970s and since have leveled off in the $150-160 million 
range. The biggest single items in the export figures have been 
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deliveries of Boeing and Lockheed aircraft to Gulf Air's all-U.S. 
jet fleet. Motor vehicles and parts, beverages and tobacco, chem- 
icals, and miscellaneous manufactures and equipment have made up 

the bulk of U.S. non-aircraft exports. With $158 million in deliv- 
eries and 12.8 percent of the market, the United States ranked third 
in 1979, after the United Kingdom and Japan, among non-oil exporters 
to Bahrain. 


As the economy picked up steam in 1980, American exporters appeared 
to be well placed to enlarge their share of Bahrain's market. First, 
they begin from a solid base. Second, as Bahrainis widen their eco- 
nomic interests and seek alternatives to their traditional British 
suppliers, there is a growing interest in American products and 
services. Finally, many of Bahrain's development goals correspond 
nicely to sectors where American enterprise already is well estab- 
lished in the Gulf. In addition to traditionally strong U.S. ex- 
ports of aircraft and motor vehicles, the Embassy has identified 
the following sectors as especially promising for U.S. exporters 
over the next 3 or 4 years: business equipment, including computers 
and peripherals; health care equipment; water desalination equip- 
ment and systems; furniture; agricultural products; laboratory, 
scientific, and engineering equipment; electrical power generation, 
transmission, and control equipment; and building supplies. 


American exporters, or businesspeople seeking to locate in Bahrain, 
will find the island a hospitable place to live and work. Personal 
visits, especially for the new-to-market firm, are most important 
in securing the confidence of the Bahraini buyer in one's firm and 
product (avoid, however, visits to Bahrain between July and Septem- 
ber). Prompt and attentive followup on deals or contacts is a 
must; the American exporter must remember he is facing stiff com- 
petition in Bahrain from the well-established British and the 
aggressive French and Japanese firms. Foreign firms may sell di- 
rectly to Bahraini merchants without intermediaries, though often 

a local agent is advisable. If an agent is appointed, he must be 

a Bahraini citizen and must have exclusive agency rights. A firm 
wishing to engage itself directly in the island's commerce by 
opening an office in Bahrain must have a local sponsor. Establish- 
ing major manufacturing, assembly, warehousing, or services opera- 
tions for the Bahraini market requires local incorporation and 5l 
percent Bahraini participation. But firms wishing to make Bahrain 
their regional base, while not competing in the local market, may 
secure offshore or exempt status. Exempt companies may or may not 
have Bahraini participation at the discretion of the parent firm, 
but any activity within Bahrain's domestic commerce must be 
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conducted through a local agent. Foreign-firms should carefully 
review Bahrain's Agency Law and seek counsel of local attorneys, 
the Bahrain Chamber of Commerce and Industry, or the American 
Embassy in Manama. 


KEY BUSINESS CONTACTS IN BAHRAIN 


United States Embassy. Peter A. Sutherland, Ambassador. POB 26431 
Tel: 714.151 


Bahrain Society of Engineers. Hassan Fakhroo, President. POB 835 
Tel: 320.083 


Bahrain Exhibition Centre. Stefan Kemball, Chief Executive. 
POB 20200 
Tel: 250.033 


Bahrain Chamber of Commerce and industry. Mohammad Jalal, Presi- 
dent Yousuf Saleh, Executive Director. POB 248 
Tel: 233.913 


Ministry of Commerce and Agriculture. Habib Kassem, Minister. 
POB 251 
Tel: 233.151 


Ministry of Development and Industries. Yousef Ahmed Al-Shirawi, 
Minister. POB 235 
Tel: 253.361 


Ministry of Finance and National Economy. Ibrahim Abdulkarim, 
Minister. POB 333 
Tel: 253.361 


Ministry of Works, Power, and Water. Majid Al-Jishi, Minister. 


POB 5 
Tel: 242.000 


(All above addresses Manama, Bahrain) 


* U. S. GOVERNMENT PRINTING OFFICE: 1981—341-007/384 








